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Although Paraguay is the weakest of the four trading partners grouped in the southern cone
common market Mercosur, that country expects an economic boom once the free trade zone begins
to fully operate in January 1995. Paraguay hopes to become the central shipping point for waterway
transportation among the Mercosur countries which include Brazil, Uruguay, and Argentina as well
as a source of cheap energy for all its neighbors. Last year, the Commerce Ministry opened a new
office to promote foreign investment in Paraguay and provide incentives for exporters. The office
dubbed "Pro Paraguay" is modeled after Pro Chile, a similar government agency which largely
contributed to Chile's export boom in the 1980's. Staffed with a team of US-trained technocrats
and trade experts, Pro Paraguay provides the government with studies and recommendations
on methods to open the Paraguayan economy, while launching publicity campaigns to attract
potential foreign investors to the country. In response, President Andres Rodriguez's administration
implemented a series of free market reforms in the past year. Among other things, the government
lifted foreign exchange controls, exempted new foreign investments from taxes and customs
duties for five years, simplified the tax code (lowering the number of taxes from 84 to 7), and
slashed bureaucratic red tape by reducing the steps required to export goods from 86 to 19. In
addition, the Asuncion stock exchange is scheduled to open this year, connecting Paraguay with
capital markets in Argentina, Brazil, and Chile. And, by year-end Paraguay also expects to join
the General Agreement on Tariffs and Trade (GATT). As a result, the most-recent US Embassy
report on economic trends called Paraguay's laws on foreign investment "the most liberal in Latin
America." Nevertheless, the hoped-for foreign investment boom has not yet emerged. "Despite
the incentives offered to investors, private investment was sluggish" in 1992, read the US Embassy
report, which noted that US investments in Paraguay totalled only US$35 million. In fact, due to
a combination of drought followed by floods, Paraguay's largely agricultural economy grew by
only 1% in 1992, falling below population growth for the first time in seven years. According to Pro
Paraguay spokespersons, the government is pinning its hopes on Mercosur, which officials expect
will provide unprecedented incentives for foreign investors once the free trade accord comes on
full swing in 1995. "Obviously there is very little interest in putting a factory in a country with four
million consumers," said Peter Jones, Pro Paraguay's deputy director, in a recent interview with
the New York Times. "But when you start talking about the Mercosur common market, the picture
changes." In particular, Paraguay hopes to become the central transhipment point for trade among
the Mercosur countries, while providing an abundant supply of cheap energy to its neighbors, and
to potential investors in the country. A central aspect of the Mercosur negotiations is development
of Paraguay's two main rivers the Parana River and the Paraguay River as principal waterways for
commercial barges travelling from Brazil's coastal ports and cities into Argentina and Uruguay.
Those rivers and their tributaries stretch some 3,400 km. throughout the Mercosur nations, and
the trade partners are now seeking loans from the Inter-American Development Bank (IDB) and
other multilateral lending institutions to dredge and straighten some 1,264 km. of riverway to
accommodate commercial ships. Initially, construction employment will expand in Paraguay once
those projects begin, and upon completion, Paraguayan ports will benefit from increased river
traffic. Paraguay already shares the world's largest hydroelectric plant with Brazil. The US$20.5
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billion Itaipu dam and generators located on the Parana River between the two countries began
operating in 1982 with a 5,000 megawatt capacity. In September 1994, the Yacyreta hydroelectric dam
also located on the Parana River between Argentina and Paraguay will begin operating with a 2,700
megawatt capacity. The two dams together will not only make Paraguay the world's largest exporter
of hydroelectric power, but will convert Paraguay into the cheapest source of electricity in Latin
America. The government expects that abundant energy supplies, cheap and efficient transportation
systems, and the country's membership in Latin America's largest free trade zone will rapidly boost
Paraguay's attraction to foreign investors. In fact, Pro Paraguay spokespersons say foreign business
groups have already expressed interest in some large scale industrial projects once Mercosur's
infrastructure development schemes move forward. Taiwanese investors are now studying the
installation of an industrial complex to convert Paraguayan cotton into thread and cloth for export,
and a Brazilian group has already begun construction on a plant that will convert 600,000 metric tons
of soybeans per year into meal and oil. At present, unprocessed cotton and soybeans account for
about 70% of Paraguay's exports. In addition, a Japanese aluminum company and three southern
cone ferroalloy companies recently began negotiations with the government to set up operations in
Paraguay. (Sources: New York Times, 01/02/93; Spanish news service EFE, 02/12/93; Agence FrancePresse, 12/17/92, 01/15/93, 02/17/93, 03/11/93)
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